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INTERNATIONAL TRADE UNDER DEPRECI- 
ATED PAPER. THE UNITED STATES, 1862-79 

SUMMARY 

I. The greenback currency period affords a favorable opportunity 
for a statistical investigation of international trade under depreciated 
paper. — This investigation to be correlated with recently advanced 
theory, 221. — II. The international account of the United States from 
1862 to 1879, 230. — III. Contrast of changes in the value of gold in 
the United States with contemporaneous changes in foreign countries, 
235. — Dependence of these changes on international loans, 241. — 
IV. Fluctuations in the merchandise balance and the relation of these 
to loans and the value of gold, 245. — V. Comparative prices of export, 
import and domestic commodities and their relation to fluctuations in 
the value of gold, 249. — Contrast with English prices, 258. — VI. Com- 
parison of wages in industries affected by movements in the value of gold 
with those unaffected by such movements, 265. — VII. Conclusion, 
272. 

I. The Problem 

This article presents the results of a statistical study 
of prices in the United States in the greenback period, 
1862-79. The purpose of the study was to subject to an 
inductive test the theory of international trade under 
depreciated paper advanced by Professor Taussig in 
the issue of this Journal for May, 1917.' In developing 
his theory Professor Taussig assumed hypothetical 
conditions such as were actually realized to a very con- 
siderable degree in the international trade of the United 
States from 1862 to 1879, when the inconvertible green- 
backs were the basis of our monetary system. A favor- 
able opportunity was thus presented for submitting the 

1. "International Trade Under Depreciated Paper. A Contribution to Theory," 
Quarterly Journal of Economics, vol. xxxi, No. 3, pp. 380 et seq. 
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theory to the test of historical data. The price statistics 
available for the study were good, and were gathered in 
convenient form in Wesley C. Mitchell's book on Gold, 
Wages, and Prices Under the Greenback Standard. Other 
necessary statistics were derived from the Reports on 
Commerce and Navigation and the reports of the 
Secretary of the Treasury for the period covered by the 
study. 

The problem is this : by what means and in what man- 
ner is equilibrium of payments maintained in the course 
of international trade between countries one of which is 
on an inconvertible paper monetary basis; or, having 
been disturbed, by what means and in what manner is 
equilibrium again restored? In such a case equilibrium 
cannot be established by the flow of gold hither and yon 
in the way made familiar by the classical theory of inter- 
national trade. Professor Taussig suggests that under 
inconvertible paper it is attained by a shifting in the 
commodity side of the price equation in lieu of a shifting 
in the money side. The ultimate adjustment is reached 
through a series of transitional price changes, affecting 
in contrasting ways export, import and domestic com- 
modities, and operating to increase or decrease the ag- 
gregate of commodities exchanged within the country, 
and as a consequence, lowering or raising the whole price 
level to a point which will maintain equilibrium. 

The method and sequence of events leading up to this 
consummation may perhaps best be illustrated by means 
of the example used in the original exposition. Assume 
that the trade between two countries, Great Britain and 
the United States, is simple (that is, a trade in commod- 
ity merchandise only) and is at equilibrium, the specie 
value of the imports balancing the specie value of the 
exports; that Great Britain has a gold monetary stand- 
ard while the United States is using an inconvertible 
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paper currency; that the premium on gold in the United 
States measures the real depreciation of its paper as 
shown by the advance in general prices beyond the level 
at which they would be under a gold standard; that a 
settled state of trade exists ; that this settled state is then 
disturbed through heavy and continuous borrowing by 
the United States in Great Britain. 

The train of effects to be expected upon this disturb- 
ance would be, in the United States, as follows: 
A. Immediate effects: 

(1) Increased demand for New York exchange in Lon- 
don, increased supply of sterling exchange in New York. 

(2) Fall in sterling exchange in New York. 

(3) Fall in the specie premium in the United States. 
Sterling exchange is, in the circumstances, equivalent to 
gold, and sterling exchange and the gold premium will 
fluctuate together. 

(4) Fall in the (paper) prices of exported commodities. 
The prices of these commodities are set in foreign mar- 
kets in gold. The premium on gold having fallen the 
(paper) prices of exports must fall with it. 

(5) Lowered cost (in U. S. paper) of imported com- 
modities. These are bought in foreign markets for gold 
(or its equivalent) and it takes less of the paper currency 
than formerly to buy the same amount of gold and there- 
fore of imported commodities. 

(6) Fall of the specie premium as compared with the 
general price level. In the stage of equilibrium assumed 
at the outset, the specie premium would have been in 
accord with the real depreciation of the currency which, 
in fact, it measured. It is now less. The prices (in 
paper) of exported commodities have also fallen as com- 
pared with the general price level. The same is true of 
the prices (paper) paid for imported commodities. 
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B. Transitional effects: 

(1) Exporting industries are unprosperous : exports 
tend to decline as a consequence of lower sale prices 
(paper). 

(2) Importing industries are prosperous : imports tend 
to increase as a consequence of lower cost prices (paper) . 

(3) Export trades tend to cultivate the home market, 
more domestic commodities are made and a larger share 
of exportable commodities is used and bought at home: 
import trades develop and more imported commodities 
come in. The upshot is an increase in the total volume 
of commodities bought and sold in the United States. 

C. Ultimate effects: 

(1) A fall in general prices in the United States. The 
volume of commodities has increased, the money supply 
(assuming that there have been no new issues of paper) is 
unchanged : general prices will therefore fall. Even tho 
the paper money has increased in volume, there will be a 
fall in general prices relative to the price of gold. 

(2) A gain to the people of the United States through 
lower prices of both domestic and imported goods, 
money incomes remaining the same throughout. 

The course and causes of equilibrating movements 
with one of the countries on an inconvertible paper 
monetary basis are distinctly different from those which 
would obtain if both countries were on a gold basis; the 
ultimate effects, while different in form, are in substance 
very much the same. 

The resemblances and differences will be evident on a 
comparison of the sequences of events to be expected 
under a gold and under a paper regime respectively, a 
comparison presented in parallel columns herewith. 
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Sequence of events in the United States when 



Both countries are on a gold basis 

(1) Sterling exchange falls in (1) 
New York: New York ex- 
change rises in London. 

(2) Influx of gold from Great (2) 
Britain. 



(3) General prices rise, while (3) 
they fall in Great Britain. 



(4) Exports decrease: imports (4) 
increase. 

(5) Equilibrium restored: Gen- (5) 
eral prices higher (if it is 
assumed that the import of 
gold has been proportion- 
ately greater than the conse- 
quent increase in the impor- 
tation of commodities). 

(6) Money incomes higher, (6) 
prices of imported goods 
lower. The people of the 

U. S. gain as buyers of im- 
ported commodities. The 
terms of international trade 
have shifted in their favor. 



The U. S. is on an inconvertible 
paper basis 



Sterling exchange falls in 
New York: New York ex- 
change rises in London. 
The gold premium (in terms 
of United States currency) 
falls as compared with the 
general price level. 
Fall in the (paper) prices ob- 
tained for exports: imports 
obtained more cheaply (in 
United States currency). 
Exports decrease : imports 
increase. 

Equilibrium restored (with 
exchange on a new level). 
General prices lower (if it is 
assumed that there have 
been no new issues of paper 
money). 

Money incomes the same; 
general prices lower. The 
people of the United States 
gain as buyers of both im- 
ported and domestic com- 
modities. The terms of inter- 
national trade have shifted 
in their favor. 



With both countries on a gold basis, adjustment to- 
ward an equilibrium of the international account is 
reached by a movement of gold affecting all prices; 
when one country is on an inconvertible paper basis this 
adjustment takes place, independently of any gold 
movement, by means of a price adjustment effected by 
a change in the commodity rather than in the money 
side of the price equation, this change itself being 
brought about by movements in foreign exchange which 
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affect the prices of export, import, and domestic com- 
modities in different ways. 

Many of the conditions assumed in the exposition of 
the theory were actually present in the period from 
1862 to 1879. Thus Great Britain was throughout the 
period upon a gold basis while the United States was 
using inconvertible paper money. From 1863 to 1874 
the United States borrowed heavily and continuously in 
Great Britain. Other conditions of the hypothesis were 
largely realized by 1866, when the disturbances caused 
by the Civil War began to subside. The premium on 
gold, which during the war had been greater than the 
general advance in prices, fell rapidly, and late in 1865 
reached the level of general prices and measured fairly 
the real depreciation of the currency. The liquidation 
brought about by the war tended to simplify interna- 
tional trade and to reduce the complexities which ac- 
company credit operations, so that a state of external 
trade as "settled" as is ever likely to occur under mod- 
ern conditions was probably realized in the year or two 
succeeding the signing of peace in 1865. External trade 
at this time was simple, composed largely of merchan- 
dise (including gold and silver, which are ' ' merchandise ' ' 
to a country with an inconvertible paper monetary 
system), while exports and imports approximately 
balanced each other. The transactions which come 
under the head of merchandise amounted, in specie 
values, in the year ending June 30, 1865, to $265,000,000 
of imports and $245,000,000 of exports; while for 1866 
the figures are $477,000,000 and $450,000,000 respec- 
tively. 

For the whole period 1862-79, the items of impor- 
tance for the present purpose entering into the inter- 
national account of the United States may be grouped 
as follows: (1) commodity exports and imports; (2) 
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gold and silver coin and bullion movements; (3) freight 
payments; (4) sales of ships; (5) loans; (6) interest pay- 
ments and repayment of loans. Such items as rents, 
wages, profits, expenditures of tourists, remittances 
to relatives, the capital of immigrants, insurance, and 
services of various sorts, proved on investigation either 
to be offset by counterclaims of the same sort or to offset 
each other, or were so small as to be negligible. Of the six 
enumerated important factors in the situation, the fifth, 
loans, was introduced during the period studied, and 
eventually in such volume as to dominate the situation. 
With no other factor can one correlate the shifts in the 
balance of merchandise (including gold and silver) from 
a slight annual excess of exports prior to and during the 
early years of the war, to a very considerable annual 
excess of imports in the decade 1864 to 1873 (one year 
excepted), and back again to a large annual excess of ex- 
ports from 1873 onward. On the other hand the trade 
movement does correlate closely with this factor of 
loans. Borrowing on a large scale was initiated in 1863 
and severely checked after the panic of 1873. The period 
as a whole thus presents for consideration and compari- 
son two contrasting situations, in one of which a new 
factor, borrowing, causes a disturbance of a preexisting 
equilibrium, sets in motion equilibrating forces, and is 
suddenly interrupted to bring about the converse situa- 
tion, in which the equilibrating forces are evoked by the 
practical cessation of the borrowing as contrasted with 
its initiation. The new situation may, therefore, be 
expected to show the reverse movement to that which 
appeared in the preceding stage. If it be found that the 
actual results in the former of the two situations are 
such as the theory would lead us to expect, such evi- 
dence of the validity of the theory as this affords will be 
immensely strengthened if the results are neutralized 
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or reversed in the latter. Our problem is to present and 
compare with theoretical expectation these actual re- 
sults, the whole situation being brought always to the 
factor of loans as the touchstone. 

A further word of explanation is desirable concerning 
the differences between the short-range and long-range 
phenomena. In the period from 1863 to 1873 the imme- 
diate, the transitional, and the ultimate effects of bor- 
rowing were being worked out synchronously. On the 
other hand, the cessation of borrowing and the increas- 
ing scale of repayment of loans from 1874 to 1878 were 
evoking, synchronously, just the converse immediate, 
transitional and ultimate effects. Moreover these sev- 
eral effects in either period tend in some degree to 
neutralize each other. 

Thus the short-range effect of a large new loan placed 
by the United States in Great Britain is (by its influence 
upon the exchanges and its tendency to depress the gold 
premium in the United States) to make imports cheap 
(in terms of paper currency), and so stimulate imports 
from Great Britain into the United States ; but the long- 
range effect of increased imports from Great Britain 
into the United States is to raise prices in Great Britain 
and to lower them in the United States, and so set up a 
counter tendency in the movement of merchandise. 

The immediate effect of the loan is, again, to lower in 
the United States the (paper) prices of export commodi- 
ties, since their price is set in the foreign market in gold 
and the same amount of gold will be represented by a 
smaller amount of the paper currency than before the 
fall in the gold premium. The (paper) prices to con- 
sumers of commodities imported into the United States 
will, as shown above, also fall as a result of the loans, tho 
less quickly than will the prices of export commodities. 
The reason for this laggard fall in the prices of imports 
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is that while imports are obtained at immediately 
cheaper prices by importers, it takes time for competi- 
tion to work out its effects in lower prices to consumers, 
and so the paper prices of import commodities will not 
respond as rapidly to a change in the gold premium as 
will those of export commodities, which are affected 
immediately. 

The (paper) prices of import and export commodities 
having fallen, the prices of domestic commodities will be 
relatively high. This will hold during the short-range 
and early transitional periods. But the ultimate effect 
in the United States is a lowering of all prices, and the 
prices of domestic commodities, which have been 
hitherto relatively high, will now tend to fall at a more 
rapid rate than the prices of export and import com- 
modities, and this effect may even appear as a rise in the 
prices of the latter. 

When, then, borrowing is continued over a long 
period, the long-range or ultimate effects of the borrow- 
ing of former years are working themselves out at the 
same time as are the short-range effects of borrowing 
operations only shortly before consummated, and these 
effects tend to neutralize each other. It is always a 
question which is the dominant factor. But long-range 
or ultimate tendencies are disturbed by so many newly- 
arising phenomena of every sort that their effects can 
seldom be traced with precision, and the attempt to do 
so is almost certain to be unsuccessful. On the other 
hand, short-range effects offer a much more hopeful 
field, since cause and effect can be more accurately asso- 
ciated and the influence of disturbing factors can be 
more readily obviated in a short than in a long period. 

Whenever, in the period here studied, the scale of bor- 
rowings is increased largely, the short-range effects may 
be expected to dominate the situation for the time being; 
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whenever borrowings are maintained at an unacceler- 
ated rate the long-range effects are likely to come 
strongly into play, more especially as the immediate 
effects of increasing interest payments tend to neutral- 
ize the short-range effects of the borrowing operations in 
the same manner as do the ultimate effects of these 
borrowings. 

When borrowing ceases, and especially when repay- 
ment begins, exactly the reverse processes of course 
tend to establish themselves. It is unnecessary to trace 
these in exact detail, one simply needs to substitute the 
effect opposite to that already presented here. 

In such a period as that of 1862-79 short-range effects 
might be expected to be prominent, and ordinarily pre- 
dominant, since these years were broken in such a way 
as to present a peculiarly favorable opportunity for the 
operation of short-range tendencies. Borrowing began 
on a large scale in 1863 and was maintained for about 
five years at about the same rate. In 1868-69 it was 
very largely increased, so that just when the long-range 
effects might be expected to become dominant short- 
range effects were given a new impetus. In 1873 oc- 
curred a panic, a complete shift in the merchandise 
balance of the United States, and the relative cessation 
of borrowing. This just reversed former conditions 
and again gave predominant importance to short-range 
effects. Thus throughout the whole period the long- 
range effects would probably just be beginning to 
dominate the situation at the end of each of the three 
stages 1863-68, 1868-73, 1873-78, when their influence 
would be overthrown by the phenomena of the period 
succeeding them, whereas transitional effects would be 
the dominating factor practically throughout, being 
gradually modified and counteracted, as each period 
wore on, by the functioning of the long-range forces. 
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For this reason attention has been largely concentrated 
on transitional effects. Ultimate effects will be noted 
only on those dates at the close of the stages above in- 
dicated when they may be expected to be dominant. 

II. The Trade Balance, 1862-79 

Interpretation of the international trade situation 
from 1862 to 1879 requires first a knowledge of what 
that situation was. The table on page 231 presents this 
situation in the form of an international balance sheet, 
showing merchandise exports and imports, gold and 
silver coin and bullion movements, freights payable and 
receivable, sales of ships, net interest payments and re- 
payment of loans. These, as has been pointed out, are 
the significant items for the period studied. No data 
exist adequate to permit of even a reasonable conjecture 
on the quantitative importance of other items; but since 
such evidence as is available goes to show that the debits 
and credits of these items of minor importance approxi- 
mately balanced each other, it seemed best to omit them 
altogether. 

The balance sheet shows : 

(1) An approximate balance of total debits and 
credits, independently ascertained, for the whole period 
1860-78. This goes to show that any items omitted were 
of negligible importance. 

(2) After the war years, a tendency appears toward 
the extinction of a debit or credit balance running a 
year or two, by a balance of the opposite complexion, 
lasting for a similar short period only. This means that 
unsecured credits for any lengthy period were not 
granted by either party to the international exchange. 
(1) and (2) together are evidence of the effectiveness of 
the equilibrating forces. 
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(3) The trade in merchandise is sharply divisible into 
two contrasting periods preceded by a third — the early 
war period. This early period will be ignored as too dis- 
turbed by incalculable factors to permit of significant 
inferences. The two later and more significant periods 
which will henceforth be designated Period A and Period 
B, the one extending from 1864 to 1873 and the other 
from 1874 to 1878, show respectively a large and con- 
sistent annual excess of merchandise imports averaging 
about $105,000,000 during Period A, and a large and 
consistent annual excess of merchandise exports (after 
a two-year transition interval in 1874 and 1875 when 
merchandise exports and imports approximately bal- 
anced), averaging about $163,000,000 during Period B. 

(4) During the period of heavy borrowing the net ex- 
port of gold was large. This was to be expected, inas- 
much as the borrowing tended to depress the premium 
on gold and thus to make it relatively cheap. Note that 
just the opposite trend would be expected under a gold 
regime. A reverse movement in the precious metals ap- 
pears in 1877 and 1878. This movement corresponded 
with an appreciation in the value of gold which brought 
it up to and beyond the general level of prices for the 
first time since 1865. 

(5) There was heavy selling of ships in 1862, 1863, 
1864, and 1865. By 1863 the effect on the earnings of 
freighters was to change that item of the international 
account from a credit to a debit, amounting in the years 
of large imports to a net of about $25,000,000, and fall- 
ing to about $15,000,000, when exports began greatly to 
exceed imports, for then the bulk of the freight charges 
began to fall on the foreign importers, who paid them to 
foreign carriers, the item consequently not appearing in 
the international balance sheet. 

(6) As compared with the period before 1860, there is 
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an increase in the period 1864-73 in the debits of the 
United States, both on merchandise account and on 
freight payments. From 1873 to 1878 the merchandise 
debit shifts to a credit, the export and import of precious 
metals tend to converge, while freight payments remain 
a reduced debit, the net effect being to change a large 
debit balance on these items in the earlier period into 
a large credit balance in the later. 

(7) The makeweight in these vicissitudes is the factor 
of loans, the balance on financial account tending to 
offset the balance on commercial account. Thus large 
loans were placed by the United States in Europe in 
18G3, and the merchandise exports of the year ending 
June 30, 1864 exceeded merchandise imports of that 
year by the unprecedented sum of $157,000,000, being 
almost exactly double the value of the exports. And so 
throughout, till 1873. Large loans and a large excess of 
merchandise imports go together. Loans were so sharply 
curtailed after 1873 that they cease to be significant as a 
credit, and a little later the movement of securities be- 
gins to be reversed. By 1876 they are being reimported 
into the United States, thus inversely corresponding 
with the coincident change in merchandise account 
which was now showing a large excess of merchandise 
exports. 

The chart on page 234 brings out clearly the close cor- 
relation of merchandise movements and the borrowing 
operations. 2 " The merchandise movements were of course 
a function of prices, prices of goods entering into interna- 
tional trade hung on the value of gold, and the value of 
gold (in terms of greenbacks) was affected by the bor- 
rowing operations. The next step, therefore, is to 
investigate movements in the value of gold. 

2a. The black line represents the balance of trade on merchandise account, excess of 
imports being shown below the zero line and excess of exports above it. The dotted 
line represents the movement of securities, excess of borrowing being shown above the 
zero line, excess of repayments below it. 
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III. The Value of Gold in the United States 
and in Foreign Countries 

The first effect to be expected as a result of the large 
borrowings inaugurated by the United States in 1863 
was an increased offering of sterling bills in the New 
York market, with a consequent fall of sterling exchange 
in New York. The American securities sold steadily in 
Europe from 1863 to 1873 tended to depress sterling ex- 
change in New York, and continued to do so until a new 
adjustment of trade should be reached, the balance 
being again restored by an increase in imports rela- 
tively to exports. Preventing any such restoration of 
equilibrium were the recurring large new borrowings. 
One would therefore expect sterling exchange in New 
York in this period to be pretty constantly depressed. 
Sterling exchange being depressed in price, its equiva- 
lent, gold, would be depressed also. Since gold was a 
merchandise commodity in the United States during the 
paper regime, one would expect, from this depression, 
that its price in the paper currency of the day would be 
lower than the index number of commodity prices in 
general, relative, at any rate, to its price under a similar 
comparison made previous to the borrowing operations. 

After borrowing had been severely curtailed follow- 
ing the panic in the fall of 1873, had practically ceased a 
year or two later, and repayment of loans had begun, 
the opposite movement in the value of gold is the expec- 
tation of theory; the value of gold ought to rise from a 
point below that of general commodity prices to some 
point above it. 

Further, if any movement which appears in the value 
of gold is to be attributed to the borrowing operations 
and to nothing else, a comparison of its movement in the 
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United States with that of its movement in other coun- 
tries must be instituted, for the purpose of seeing 
whether such movement in the United States was 
peculiar to this country and thus attributable to the 
special factor of loans. 

The remainder of the present section will be devoted to 
an investigation of the actual movement of the price of 
gold as compared with the price of commodities in gen- 
eral in the United States, and to a comparison between 
the movements in the value of gold in the United States, 
thus shown, with its value in the two foreign countries 
most important in the international trade of the United 
States at the time — England and Germany. 

The exhibit, Table A on page 237, presents the move- 
ments in the price of gold in the greenback currency, in 
contrast with the index number (median) of commodi- 
ties in general in the United States. 

Comparing the price of gold with the index number 
of general commodity prices in the United States, as 
shown in Table A, the following significant facts appear. 

(1) From April, 1865 3 till July, 1876, the quarterly 
average price of gold is lower than the index number for 
commodities in general. 

(2) From July, 1876 to the end of the period (with 
two exceptions, January and April, 1877), the quarterly 
average price of gold is higher than that of commodities 
in general. 

(3) After 1874 there is a relative rise in the price of 
gold. 

(4) The most rapid fall in the price of gold (the period 
before April, 1865 being ignored) appears in the year 
October, 1869 to October, 1870. Reference to the table 

3. Conditions before this date were, of course, dominated by the fact that war pre- 
vailed and are, therefore, too disturbed to form a satisfactory basis for any inferences 
ipplicable to our purpose. Therefore, 1866 is taken as the originating year throughout 
.this study. 
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Table A. Average Price op Gold and the Median Price op 

Commodities in General in the United States 

1862-79 









Median 








Median 


Year 


Month 


Av. price 
of gold 


price of 
commod- 
ities 


Year 


Month 


Av. price 
of gold 


price of 
commod- 
ities 


1862 


Jan. 


102.5 


100 


1871 


Jan. 


110.7 


133 


it 


Apr. 


101.5 


100 


U 


Apr. 


110.6 


131 


il 


Jul. 


115.5 


100 


11 


Jul. 


112.4 


130 


a 


Oct. 


128.5 


111 


it 


Oct. 


113.2 


129 


1863 


Jan. 


145.1 


125 


1872 


Jan. 


109.1 


133 


a 


Apr. 


151.5 


137 


U 


Apr. 


111.1 


140 


a 


Jul. 


130.6 


134 


U 


Jul. 


114.3 


130 


u 


Oct. 


147.7 


135 


u 


Oct. 


113.2 


133 


1864 


Jan. 


155.5 


156 


1873 


Jan. 


112.7 


135 


a 


Apr. 


172.7 


169 


it 


Apr. 


117.8 


137 


u 


Jul. 


258.1 


194 


U 


Jul. 


115.7 


130 


a 


Oct. 


207.2 


200 


li 


Oct. 


108.9 


131 


1865 


Jan. 


216.2 


216 


1874 


Jan. 


111.4 


130 


a 


Apr. 


148.5 


190 


" 


Apr. 


113.4 


129 


u 


Jul. 


142.1 


158 


" 


Jul. 


110.0 


130 


a 


Oct. 


145.5 


175 


u 


Oct. 


110.0 


130 


1866 


Jan. 


140.1 


182 


1875 


Jan. 


112.5 


127 


" 


Apr. 


127.3 


173 


" 


Apr. 


114.8 


125 


a 


Jul. 


151.6 


181 


" 


Jul. 


114.8 


121 


" 


Oct. 


148.3 


173 


" 


Oct. 


116.4 


120 


1867 


Jan. 


134.6 


169 


1876 


Jan. 


112.8 


117 


" 


Apr. 


135.6 


166 


" 


Apr. 


113.0 


115 


" 


Jul. 


139.4 


150 


u 


Jul. 


111.9 


110 


u 


Oct. 


143.5 


162 


it 


Oct. 


109.7 


108 


1868 


Jan. 


138.5 


158 


1877 


Jan. 


106.3 


114 


" 


Apr. 


138.7 


162 


ii 


Apr. 


106.2 


108 


u 


Jul. 


142.7 


154 


a 


Jul. 


105.4 


100 


" 


Oct. 


137.1 


159 


a 


Oct. 


102.8 


102 


1869 


Jan. 


135.6 


159 


1878 


Jan. 


102.1 


99 


" 


Apr. 


132.9 


159 


u 


Apr. 


100.6 


96 


" 


Jul. 


136.1 


158 


" 


Jul. 


100.5 


90 


u 


Oct. 


130.2 


153 


u 


Oct. 


100.5 


94 


1870 


Jan. 


121.3 


147 










u 


Apr. 
Jul. 


113.1 

116.8 


140 
132 












Oct, 


112.8 


135 











on page 231 will show this to have been the year of great- 
est acceleration in borrowing. The fall in the price of 
gold at this time is the more significant in view of the 
corner in gold established in New York in September, 
1869, by means of which gold was raised temporarily 
almost 30 points in price. 
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(5) The most rapid rise in the value of gold after 1867, 
is in the year October, 1874 to October, 1875. Refer- 
ence to the table on page 231 will show this to have been 
the year when borrowing was dwindling to the zero 
point. 

These facts correspond pretty closely with the expec- 
tation of theory, which would look for a depression in the 
value of gold as a result of heavy borrowing operations 
running through the period 1863-73, and an eleva- 
tion of its value as a result of diminished borrowing and 
repayment of loans from 1874 to 1878. Detailed con- 
sideration will be given to this movement in the value of 
gold after the results of Table B (page 239) have been 
examined. Thus far, only the broad sweep of the move- 
ment has been noted. Fluctuations within the major 
movement will appear from a contrast of the value of 
gold in the United States in individual years with that of 
its movement in the same years in England and Ger- 
many, and on these minor fluctuations the theory will be 
brought to bear. 

Table B shows movements in the value of gold in the 
United States in contrast with England and Germany. 
Concentrating attention on columns 4 and 5, 7 and 8, 
10 and 11 as most significant, let us note the following. 

(1) In 1866 gold depreciates in the United States. 
This movement is paralleled, but not equaled, in Eng- 
land and Germany; that is to say, there is a relative 
depreciation in the United States. 

(2) In 1867 and 1868 gold shows a strong tendency to 
appreciate in the United States with no such pronounced 
tendency in England or Germany. 

(3) In 1869 and 1870 gold depreciates in the United 
States in both years, while in England it remains sta- 
tionary and then appreciates, and in Germany it first 
depreciates and then appreciates by the same amount. 



INTERNATIONAL TRADE 



239 



Q 
< 
Q 
< 
O 
H 

05 

H 

<! 
H 

05 

Q 
Woo 

w 00 

Q~ 

►JfcH 

°s 

£S 
°« 

WW 
PO 
►J 

£ 

a 



to 
H 

> 

O 



2 



c 
2 o 

o 


Yearly per- 
centage de- 
preciation 
of gold 


'. '.d *.c6 ;«-H^-i ; ^-i. cd © .* ; ; ; 




Yearly per- 
centage ap- 
preciation 
of gold 


i'.o 
'2.6 

l"9 

4.6 
1.9 

8.2 




Medians of 

prices of 

wholesale 

commodities 


CT)C0OOTti(MC0i0C0»0(NC00000cD , Xi00 
CT)OiOOOOOOOO^-lt-iOOOOOi 




00 

C 
03 

"to <^ 

a 

W 

to 


Yearly per- 
centage de- 
preciation 
of gold 


• -OOO • ■ ■ -ON - . . .^h . 

; ' c^ c^ ei ; ; * ; «d -^ ; ; ; ; Tt" ; 




Yearly per- 
centage ap- 
preciation 
of gold 


.,-H . . . -O -N - • -050^0^ -t4H 

.' e4 ; ; ; i-< ; ^ ; * ; eo cd co ; i-j 




Medians of 

prices of 

wholesale 

commodities 


C0r)<O00OO0)01»0lNh»t>.C0NTt<00C0 
OiOOlOSOOOO^CiOOOOOOCTiCC 




United States 
2 3 4 5 


Yearly per- 
centage de- 
preciation 
of gold 


•OS "1>:^ * -<N05 -00 • • * <N • 

' ; Tti cd ; * ^* j-i • ,-" * ■ 0" ■ 
cn 




Yearly 

percentage 

appreciation 
of gold 


* '•*& • -COCO - -O -OSCOCOtN -CO 

; "co ; '.toco ; !co ;^-i©odcd ;t^ 




Percentage 
of com- 
modity 
prices to 
price of 
gold 


o^odt^trjir^cco6oi>a>t^cdi>Oi-Hcc 

OOICOhiMhhhnhhhhOOOO) 








Medians of 
prices of 92 

wholesale 
commodities 
(average of 

quarterly 
quotations) 


NNNNNNNNiONONh-fNiOON 
(N* tN OS tH rV i-l CO t>^ 00* O tH CO O* CO Ol CO* tjh 

OCOr-001>cDiOiOCOCOCOCOCN(N^lOOS 




-H 


CO 

°-2 § 

S2-9 
* c 2.5 

be 


COCNCOCOOS^t-*OOSt^-Tj<oOCNOSlOCOOO 
CO »d CO !>*■ O CO OS CO* tH rl tN CO* i-4 Tj" ^-i t}" 




OJ 

"c3 

Q 


(MCO^»OCOt-*COOSO^HCNCO^iOcOI>-CO 

cocococDcococDcot^-r^-t^-t--i^.r^r^r^-r--. 

COCOCOOOOOCOCCOOQOQOCOCCCOCOCOOOCO 





a § 

J O cJ 

SO rf 



cd 


a 




3 


TI 






Tl 




a 

a 

eg 








ej 


- 




05 


O 






B 






Z2 
















W 




03 


+J 








O 


CO 


a 

CJ 




T! 


§ 






> 















p. 





fa.' 








U 


rfc 


11 























T-H 


> 






Ti 








Tl 
























t3 

a 

03 


"a 


OJ 


> 


X 








O 


A 








00 


O 

















11 










CO 


e 


O 


03 
TJ 


TI 
















a 


0) 


03 


CO 


a 



03 




3 


ti 


CD 




TJ 


fN 




O 


co 


05 

03 


X! 
OS 


01 

o3 

X! 


CO 






>, 


3 


>, 




T(1 
















-^ 


> 






en 


a 




Ti 


cl 






u, 


















5 
S 


cj 

a 

cu 


M 

.2 
'5 





03 
3 


CD 
CJ 









a 


Ufc 







>> 


05 

CO 


>> 


CQ 


* 


CO 
















II 


co 


a 

0) 

X! 




a 


a 


CO 
CO 





CO 

X! 


3 


*j 


G 


XI 


0! 

X! 


H 


*o 


X! 


CJ 







*o 






























CO 


05 

a 

CO 


CD 

> 

oJ 




■3 





0. 

OJ 


3 


3 
C 
cj 


oi 


53 


fa - 
8 


cu 

X! 


x: 

1 




X) 


fli 




O 




O 
CD 


oj" 


x! 


TJ 
OJ 

a 


OJ 

03 




CJ 


C 


3 
O 


-d 


03 

X! 




a 

CJ 




TJ 

a 
ca 
•* 


a 



CJ 



O 4> ' 

" T 1 .1 a - § 






^h d> oj jj ' 



*»ax) 

+» CD & 



' ^ S ^- 2 . 

O a o S 



240 QUARTERLY JOURNAL OF ECONOMICS 

Summing this up, it appears that there was a relative 
depreciation in the United States in both years as com- 
pared with England and Germany. 

(4) In 1871 there is an appreciation in the United 
States and a depreciation in England and Germany. 

(5) In 1872 depreciation is shown in all three coun- 
tries. This depreciation was more pronounced abroad 
than at home — a relative appreciation in the United 
States. 

(6) From 1873 to 1878 gold shows a general tendency 
toward appreciation in all three countries, with the ex- 
ception of the year 1877. This appreciation is in general 
more marked in the United States than in England and 
Germany — a relative appreciation in the United States. 

(7) Gold was depressed in value in the United States 
as compared with Germany from 1866 to 1874 (inclu- 
sive) (cf. columns 3 and 9), and elevated from 1875 to 
1878. As compared with England (columns 3 and 6) 
gold was depressed in value in the United States through- 
out, but shows a relative rise from 1875 onward. 

(8) From 1869 to 1873 the movement of the value of 
gold in the United States and in England is usually in 
opposite directions, appreciation in the one country 
being matched by depreciation in the other and vice 
versa. Thus in 1869 and 1870 gold depreciates in the 
United States, while it remains stationary and then ap- 
preciates in England; in 1871 it appreciates in the 
United States and depreciates in England; in 1872 there 
is a mutual depreciation, but considerably more prom- 
inent in England than in the United States; in 1873 an 
appreciation in the United States with a stationary 
status in England. 

(9) In this period, 1869-73, the movement of the value 
of gold in Germany approximates its movement in Eng- 
land, and, as in England, shows an inverse movement to 
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that in the United States. In one year indeed, 1869, the 
movement of the value of gold in Germany corresponds 
to that in the United States, while there was no change 
at all in its value in England in this year; but in 1873, 
when gold likewise did not change in value in England, 
the movement in Germany was in the opposite direction 
to that in the United States. The movement of gold 
values in Germany shows as strong a tendency opposite 
to that prevailing in the United States as does the move- 
ment in England at the same time. 

Recall now the theory here applicable. The price of 
gold in the paper basis country will reflect changes in the 
general situation much more quickly than will the prices 
of commodities. In studying movements in the value of 
gold we may, therefore, expect to find effects following 
quickly upon causes, much more quickly than in the less 
sensitive merchandise market. Our theory has it that 
the depreciation in the value of gold which is the im- 
mediate effect of heavy borrowing will be followed by a 
train of consequences (increased commodity imports, de- 
creased commodity exports, and so on) which will have 
as its own effect an appreciation in the value of gold. 
Borrowing operations of intermittent character would, 
therefore, be expected to result first in a depreciation 
of the value of gold and then in an appreciation. As 
regards continuous, unaccelerated borrowing, equilib- 
rium of payments and equilibrium in the exchanges 
having been established on the basis of a certain con- 
stant annual value of loans placed, gold after its initial 
depreciation will tend (as a result of the operation of the 
long-range forces) again to appreciate, provided that the 
only new borrowing is that which is normal to the new 
equilibrium. In order that gold should depreciate 
further after it has reached its level under the new 
equilibrium, the scale of borrowing must be increased. 
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The actual movement of the premium on gold sup- 
ports the theoretical expectation. The war years are of 
little significance, the premium on gold being largely 
dependent upon the degree of confidence which was felt 
in the success of the North. Things did not settle down 
till 1867. Refer now to Table B and note how the de- 
preciation and appreciation of gold values corresponds 
with the flotation of loans by the United States in the 
London market as shown in the balance sheet on page 
231. Gold appreciated in value in 1867 and 1868 when 
the long-range effects of the loans inaugurated in and 
continued since 1863 would be expected to be dominant, 
the borrowing in 1867 and 1868 being no more than was 
normal to the new equilibrium. A great increase in the 
scale of borrowing operations in 1869 and 1870 is re- 
flected, as the theory would expect, in a depreciation in 
the value of gold in the United States. Borrowing fell 
off very considerably in 1871 and correspondingly gold 
appreciated in value in the United States. In 1872 and 
1873 loans floated by the United States in Europe 
increased somewhat in each year, tho not greatly. In 
1872 gold depreciated in the United States absolutely 
but not relatively and in 1873 it appreciated both rela- 
tively and absolutely. This last is contrary to the theo- 
retical expectation, tho it is to be said that the increase 
in borrowing was not great, and the relative apprecia- 
tion slight, so that the operation of the long-range 
tendencies making for appreciation may perhaps be 
presumed to have more than compensated the slight 
depreciation which would be anticipated from the 
slightly increased borrowing. 

In the period 1867-73 then, our theory on the whole 
receives confirmation, for not only does the movement 
in the value of gold in the United States conform in the 
main to expectation, but in the same period an inverse 
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movement tends to manifest itself in corresponding 
years in England and Germany. 

Consider now the period 1874-78. In 1874 the 
theoretical expectation of a relative appreciation in the 
United States following a decline in borrowing is dis- 
appointed. There is an absolute appreciation, but this 
absolute appreciation is more than matched in England 
and Germany. The years 1875 and 1876 show both an 
absolute appreciation in the United States and an ap- 
preciation relative to England and Germany, thus 
conforming to theoretical anticipation; for these years 
marked respectively the cessation of borrowing and the 
beginning of repayment. The same relative situation 
continues in 1877 as between the United States and 
England (tho not Germany). This corresponds with re- 
payments of loans on an increasing scale. A high appre- 
ciation in all three countries is shown in 1878, tho the 
movement is not as great in the United States as in 
the European countries, evidence that the long-range 
forces, as expected at this date, have once again become 
predominant. 

Summing up, it may fairly be said that throughout the 
period 1867-78 there is a close correspondence between 
the fluctuations in the value of gold and the amount 
of borrowing and of repaying by the United States in the 
European loan market. The loans were apparently a 
dominating factor in the exchanges, and through the 
exchanges in determining the value of gold. A major 
cycle involving depression in the relative value of gold 
from 1866 to 1873 in the United States as compared with 
England and Germany, followed by a rising relative 
value from 1875 to 1878 corresponds with a period of 
heavy borrowing from 1866 to 1873 and a succeeding 
period of dwindling loans and the beginning of repay- 
ments from 1874 to 1878. This major cycle is marked by 
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minor fluctuations pretty closely adhering to theoretical 
expectation, the minor movements in the value of gold 
in the United States not only corresponding in this way 
to the demands of theory, but also showing a definite 
inverse trend to the synchronous movements in Eng- 
land and Germany — strong evidence that the borrow- 
ing and lending operations were the cause of the 
fluctuations. 

It should be borne in mind that it is the value of gold 
in terms of commodities, and not in terms of greenbacks 
which is shown in column 3 of Table B. Fluctuations in 
the gold value of the greenback 4 are therefore irrel- 
evant, except for short periods, during which adjust- 
ment of greenback commodity prices to the gold value of 
the money unit is proceeding. These periods of adjust- 
ment may indeed be quite adequate to account for such 
discrepancies as appear between the facts and theo- 
retical expectation, but the discrepancies will then be 
due not to the change in the gold value of the currency, 
but to the fact that such a change, tho followed by a 
corresponding change in commodity prices, nevertheless 
takes time to work out its effects. Disregarding this 
tardiness of adjustment in the United States, which so 
far as it was effective tended to defeat theoretical ex- 
pectation, columns 3, 6, and 9 present a fair comparison 
of the value of gold in terms of commodities in the 
United States, England, and Germany respectively. 
Gold fluctuated in value in all three countries but it is 
the relative not the absolute movement which is 
significant. 

4. The total money in circulation in the United States (of which the major part was 
inconvertible paper) fluctuated but slightly in the period 1865-78. In 1865 total money 
in the United States (including gold and silver coin, bullion in the Treasury, United 
States notes and national and other bank notes) was $770,398,000. From that time till 
1869 there was a slow decline to $716,471,000, then an upward movement terminating 
in 1874 at $806,024,000. A new decline then sets in which goes to $763,053,000 in 1877 
when the tide turns once again toward recovery (Reports of the Comptroller of the 
Currency). 
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Finally it will be noted that when in 1867, after the 
vicissitudes of the war years had passed, and gold had, 
so to speak, found its level in the United States, albeit 
for some years a depressed level, the fluctuations in its 
value (in terms of commodities) in this country were on 
the whole no greater than in England, and that its value 
was more stable in Germany than in either the United 
States or England. This latter fact constitutes further 
evidence of the effect on the value of gold of the lending 
operations, for in these operations Germany played a 
small part, and the value of gold in Germany was there- 
fore affected but indirectly in the course of Germany's 
trade with the United States and England; whereas its 
value in England and the United States was affected by 
the loans directly and with much greater force. 

So much with regard to the test of the first stage in 
the causal sequence laid down in the theory — the 
movement in the value of gold consequent upon a dis- 
turbance in the equilibrium of the international account 
through the introduction and withdrawal of large loans. 
Let us now turn to the effect of these loans, operating 
presumably through fluctuations in the value of gold, 
upon the course of international merchandise transac- 
tions. 

IV. Fluctuations in the Movement of 
Merchandise 

Previous to the Civil War the normal equilibrium had 
been one in which merchandise exports (including gold 
and silver coin and bullion) exceeded imports by an 
average of $20,000,000 yearly. This was the case in 
the six years previous to June 30, 1860. In the six 
years following, the average was $24,000,000 yearly the 
other way. In 1867 the excess of imports mounted to 
$60,000,000. It would seem that this last effect must 
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be attributed to the loans which were then being placed 
by the United States in the European market. The 
$20,000,000 normal excess of exports prior to 1860 would 
go to pay other items in the international account on 
which the United States was in those years a debtor. In 
addition to the falling behind in commodity exports in 
the six years 1861-66 the earnings of the merchant 
marine of the United States fell off very greatly. The 
sale of ships in the war years temporarily sufficed to 
offset this decline in freight earnings, but the normal 
excess of $20,000,000 in exports was wiped out by bor- 
rowings. 

The $60,000,000 excess of imports in 1867, following 
the depreciation in the value of gold (that is, high gold 
prices) in the United States in 1866, was succeeded by 
an excess of exports in 1868 of $4,000,000. Reference 
to page 239 will show an appreciation in the value of gold 
in the United States in 1867 and 1868. It appears that 
in 1868 the long-range effects of the borrowing of the 
preceding years were becoming dominant over the im- 
mediate effect of new loans: that is to say, the increased 
supply of goods due to large imports, the money sup- 
ply meanwhile remaining stationary, was lowering all 
prices in the United States and thus tending to increase 
exports; while the diminished supply of goods (due to 
large exports) and an increased monetary supply (due 
to imports of gold) were raising prices in Great Britain 
and tending to decrease exports from that country to 
this. 

In 1869, when borrowing by the United States began 
on a new and greatly increased scale, the immediate 
effects of this new borrowing became dominant over the 
long-range effects of the former loans. Imports in the 
year ending June 30, 1869 exceeded exports by $94,- 
000,000. The fall which, as we have seen, took place in 
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the value of gold in consequence of these loans would 
lower the yield on such commodities as were dependent 
upon the value of gold, that is the exports, and so would 
tend to restrict them; while the rise in the value of gold 
in Great Britain would lower the prices of imports from 
that country and so tend to encourage them. Gold con- 
tinued to rise in value in Great Britain in 1870 and to 
fall in the United States, and merchandise imports into 
the United States for the year ending June 30, 1871 
greatly exceeded merchandise exports, tho the export of 
gold from the United States was large enough almost to 
effect a balance. This export amounted to nearly $100,- 
000,000 and is easily explained by the relatively high 
value of gold in Great Britain, or, to put it in another 
way, its cheapness in the United States. 

In the year ending June 30, 1872 merchandise im- 
ports into the United States exceeded merchandise 
exports by about $182,000,000, loans continuing mean- 
while to be placed in large volume; and again in 1873 
merchandise imports showed an excess over exports of 
$120,000,000. As has been pointed out, the apprecia- 
tion in the value of gold in the United States which oc- 
curred in 1871 and 1872 was contrary to the expectation 
of theory. It is interesting to note that the merchandise 
movement did not follow the vagary in gold. After 
1873 the check on borrowing was so stringent as to 
constitute a relative, and about 1875, an absolute cessa- 
tion; in the latter year repayments began to outrun new 
loans. Reference to Table B will show an apprecia- 
tion in gold in the United States in the years 1873-77. 
A corresponding cessation of the excess of merchandise 
imports over exports takes place at the same time. Thus 
for the year ending June 30, 1874, merchandise exports 
exceed imports by $19,000,000 and tho in 1875 a slight 
reversion causes an excess of imports of the same 
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amount, in the years ending June 30, 1876, 1877, 1878, 
excesses of merchandise exports of $80,000,000, $151,- 
000,000, and $258,000,000 appear, completely reversing 
conditions in the early seventies. Accompanying this 
reversal in merchandise account there was a correspond- 
ing reversal in financial account, the large loans of the 
early period changing to large repayments in the later. 
All this is in accord with our theory. But whether the 
loans were the cause of the movement of merchandise or 
the movement of merchandise was the cause of the loans, 
which in the latter view would be considered to have 
been floated for the purpose of extinguishing a merchan- 
dise debit already created, is yet to be determined. 

So far two results have appeared: (1) that the heavy 
borrowing of the late sixties and early seventies tended 
to depress the premium on gold in the United States, 
and the cessation of these loans and their repayment to 
elevate that premium; and (2) that there was a cor- 
respondence between the flotation of loans and the 
course of international merchandise transactions. It 
remains to show the relation of cause and effect between 
(1) and (2) ; to show how the depression in the premium 
on gold as a result of the loans acted upon prices in such 
a way as to stimulate imports into the United States 
and check exports from the United States, and thus to 
effect a balance; to show the converse tendency pro- 
duced by the cessation of borrowing and the repayment 
of the loans; and how the change in the course of trade, 
thus brought about, itself affected prices in such a way 
as to establish a new equilibrium. This involves an in- 
vestigation of price phenomena, which will be under- 
taken in the section to follow. 
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V. Prices 
A. Price Changes in the United States 

The precise object of the inquiry on the course of 
prices will be to see if any significant differences can be 
traced between the price movements of commodities 
exported by the United States, commodities imported 
into the United States, and commodities both produced 
and consumed in the United States; differences between 
these three groups being considered with regard to the 
course of international trade and an adjustment of 
equilibrium. 5 

Of the 153 available series of wholesale price quota- 
tions by quarters from 1860 to 1880 many are for 
slightly different forms of the same commodity or for 
closely related commodities; thus there are three series 
for flaxseed, five for starch, etc. Professor Mitchell has 
grouped into a single series the prices of all such closely 
related commodities and has reduced the 153 series to 
92. These 92 series have been here divided into the 
three classes just mentioned: (a) export commodities, 
which comprise all those commodities exported by the 
United States on a scale sufficient to cause their price to 
be determined in a foreign market; (6) import commod- 
ities, which comprise all those commodities the import 
of which was great enough to be the determining factor 
in their prices; (c) domestic commodities, which com- 
prise all those commodities the production and con- 
sumption of which was carried on almost exclusively at 
home. Some of the commodities for which price quota- 
tions are available, could not well be placed in any one of 
the three categories. Such were lumber and hides, both 

5. Figures for prices in the United States still have been obtained from Professor 
Mitchell's study. They have been rearranged for the purpose of the present investi- 
gation. 
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imported and exported, and for the present purpose 
neither fish, flesh, nor fowl. They have therefore been 
omitted. Of the 92 series, 74 were reasonably amenable 
to our classification. Export commodities constitute 18 
series; import commodities, 14 series; domestic com- 
modities, 42 series. 

Prices in 1860 are taken as the standard (100) be- 
cause an average for the decade or quinquenniad pre- 
ceding 1862 was not possible, since the data available in 
many cases do not run previous to 1860; and it was 
not desirable to take the year 1861, since it was one of 
marked business depression. 1860 was a normal year, 
and therefore the prices of that year are taken as giving 
the best available standard. 6 All prices are relative to 
the price for the given commodity in 1860. 

Before giving in tabular form the results which come 
from the regrouping of the price statistics available, let 
us direct attention once more to the trends that theory 
would lead us to expect in prices in the United States. 
They are as follows. 

1. Transitional effects. 

In Period A, 1866-74 (the period of heavy loans to the 
United States by Europe). 

(1) Low (paper) prices of export commodities. 

(2) Gradually falling (paper) prices of import com- 
modities. 

(3) Relatively high (paper) prices of domestic com- 
modities. 

In Period B, 1874-78 (the period of the cessation of 
loans floated in Europe by the United States and 
their partial repayment). 
(1) High (paper) prices of export commodities. 

6. With regard to commodities subject to seasonal fluctuations in prices the average 
of quarterly quotations for 1860 serves as a base. For the rest the price on January, 
1860, is usually taken, tho for various reasons some other month of 1860 might have 
been selected as more representative. 
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(2) Gradually rising (paper) prices of import com- 
modities. 

(3) Relatively low (paper) prices of domestic com- 
modities. 

2. Long-range effects. 

Period A. Relatively low prices in the United States, 
as compared with other countries, for all com- 
modities. 
Period B. Relatively high prices in the United States, 
as compared with other countries, for all com- 
modities. 

The transitional price movements of Period A — 
low paper prices of export commodities, gradually fall- 
ing paper prices of import commodities and, as com- 
pared with export and import, high paper prices of 
domestic commodities — will in Period B tend to be 
reversed toward high paper prices of export commod- 
ities, gradually rising paper prices for import com- 
modities and, as compared with export and import, low 
paper prices for domestic commodities. 

Owing to the vicissitudes in the commercial and 
financial situation at this time, the long-range effects 
can scarcely ever be expected to be dominant. They 
will be operative, and will tend, as have been shown, to 
neutralize the transitional effects. But the changes in 
fundamental conditions which occur here at intervals 
of a few years only will make the transitional effects 
conspicuous, the long-range effects not having time to 
dominate the situation before a new disturbing influence 
appears. 

One word further, in explanation of the theoretical 
expectation with regard to the prices of export and im- 
port commodities. The premium on gold having fallen, 
the (paper) prices received for export commodities im- 
mediately fall, since the price of these commodities is set 
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in gold in a foreign market. This fall in the paper price 
received for exports will tend, it is true, to diminish 
supply and so cause an upward movement in their 
prices thereafter. But the competition from other 
countries supplying the same market will tend to keep 
the gold price at its former level and thus the paper price 
low. So far, however, as foreign competition is not 
operative, there will be a gradual rise in the gold prices 
of these commodities to a point where the paper price 
into which the gold price is translated bears the same 
relation to the paper prices of other commodities as 
before the decline in the gold premium. As for imports, 
they are obtained for the same gold price as before the 
fall in the gold premium and therefore cost less in paper. 
Since there is no change in the conditions of demand, 
they can be sold at the same paper price as formerly and 
importers will for a time get abnormal gains. Competi- 
tion will however tend to bring their paper prices down. 
Thus a depreciation in gold will cause the paper prices of 
exports to fall immediately, after which they may very 
gradually tend to rise ; while imports on the other hand, 
unaffected immediately, begin quickly to fall in their 
paper prices and will fall till their paper prices bear the 
same relation to the paper prices of other commodities 
as before the fall in the gold premium. A decline in the 
gold premium, then, will cause the paper prices of ex- 
ports to fall below the paper prices of commodities in 
general, the paper prices of import commodities will 
follow this decline with a lag, the prices of export com- 
modities meanwhile tending slightly to recover. Con- 
ditions are of course just reversed when the premium on 
gold rises. 

The table and chart which follow present by quarters, 
for 1866-78, the arithmetic mean of wholesale prices 
in general (92 commodities); the arithmetic mean of 
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Arithmetic Means of Pnices of Export, Import, Domestic and 
General Commodities 



Date 



Arithmetic 


Arithmetic 


Arithmetic 


Arithmetic 


mean of all 


mean of 18 


mean of 14 


mean of 42 


commodities 


export 


import 


domestic 


(92 articles) 


commodities 


commodities 


commodities 


199' 


188 


177 


192 


186' 


175 


170 


177 


191 ' 


181 


176 


181 


188' 


180 


175 


178 


179' 


169 


163 


178 


175' 


171 


165 


171 


170 


157 


159 


171 


172 


163 


166 


173 


171 


162 


154 


177 


176 


178 


161 


178 


165 


165 


159 


169 


166 


163 


169 


169 


165 


167 


164 


172 


165 


167 


163 


168 


158' 


160 


159 


161 


157 


153 


159 


159 


152 


150 


155 


153 


146 


146 


153 


145 


145 


142 


151 


143 


143 


138 


151 


143 


142 


139 


142 


146 


140 


136 


137 


143 


137 


129 


134 


143 


139 


132 


137 


145 


141 


136 


130 


148 


145 


145 


136 


147 


139 


133 


140 


143 


143 


133 


138 


148 


142 


132 


134 


148 


144 


141 


132 


147 


140 


132 


130 


143 


140 


130 


130 


146 


140 


133 


122 


146 


141 


144 


126 


141 


138 


138 


127 


137 


138 


146 


122 


133 


138 


141 


121 


137 


132 


135 


124 


130 


129 


131 


116 


128 


127 


133 


114 


124 


122 


127 


112 


121 


122 


132 


110 


118 


118 


119 


115 


112 


117' 


115 


114 


114 


121 


124 


118 


117 


118 


121 


125 


111 


114 


115 


125 


107 


110 


112 


113 


105 


107 


108 


105 


103 


105 


104 


109 


99 


99 


93 


107 


94 


102 


93 


109 


100 



1866 January 
" April . . . 

July . . . 
" October 

1867 January 
" April . . . 

July . . . 

* October 

1868 January 
" April. . . 

July . . . 
" ! October 

1869 January 
" April . . . 

July . . . 
" October 

1870 January 
" April . . . 

July . . . 
" October 

1871 January 
" April . . . 

July . . . 
" October . 

1872 January 
" April . . . 

July . . . . 

* October . 

1873 January 
u April. . . 

July . . . . 
" October . 

1 874 January 
" April . . . 

July 

" October . 

1875 January 
" April . . . 

July... 
" October . 

1876 January 

* April. . . 
July.... 
October . 

1877 January 
" April . . . 

July 
October . 

1878 January. 
" April . . . 

July . . . . 
u October . 



7. In these quarters, chiefly in the years 1866 and 1867, the figures of average general 
prices for the ninety-two commodities will be found to be higher than the average prices 
of any of the groups of export, import or domestic commodities; and in one case, Jury, 
1869, they are lower. This is because the three segregated groups together comprise 
only seventy-four of the ninety-two commodities. The influence of the eighteen omitted 
commodities accounts for the apparent error. These eighteen commodities, while in- 
capable of being considered domestic commodities pure and simple, are nevertheless of 
much greater significance in domestic than in foreign trade. If included as domestic 
commodities they would, in seven of the total of eight cases where the discrepancy 
occurs, have occasioned changes which would have emphasized the results expected by 
theory. In one case their inclusion would have had the opposite effect. 
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wholesale prices of 18 export commodities; the arith- 
metic mean of wholesale prices of 14 import commod- 
ities ; and the arithmetic mean of wholesale prices of 42 
domestic commodities. 

The significant movements shown in these figures are 
the following: 

(1) From the first quarter of 1866 to the first quarter 
of 1874 (inclusive) the average price of domestic com- 
modities is only twice (October, 1866 and April, 1870, and 
here the maximum difference is two points) lower than 
that of export commodities, and from the latter date to 
the second quarter of 1878 they are never once higher. 
In three instances, July, 1866, April, 1867, and April, 
1868, the average of both types of commodities is the 
same. The greatest difference between the average 
prices of the two types is 21 points in October, 1872. 

(2) From the first quarter of 1866 to the second quar- 
ter of 1876 (inclusive) the average price of domestic 
commodities is never once lower than the average price 
of import commodities except for all four quarters of the 
year 1870; and from the second quarter of 1876 to the 
concluding quarter of the period studied, 1878, they are 
never once higher. Note here how the prices of import 
commodities follow those of export commodities with a 
lag. The response of import to export movements is not 
immediate, but a general sympathy is evident. Export 
commodity prices respond quickly to the changed con- 
ditions after 1873, import commodities slowly. 

(3) From the first quarter of 1866 till the first quarter 
of 1874 the average price of export commodities is never 
higher than the average of general prices (all commod- 
ities) except in April, 1868, and for the first three quar- 
ters of 1869 (the maximum difference in any one of 
these exceptional cases is two points); and from the 
second quarter of 1874 till the first quarter of 1878 it 
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is never lower except in October, 1876, when it falls 
below the average of general prices by two points. 

(4) From the first quarter of 1866 to the second quar- 
ter of 1877 the average prices of import commodities are 
never higher than the average of general prices (all 
commodities) except in October, 1868, July and October, 
1869 and all four quarters of 1870; and from the second 
quarter of 1877 to the end of 1878 they are never lower, 
except in January of the latter year. Here again the lag 
in the price movement of imports is evident. The revo- 
lution in trade after the panic of 1873 does not work out 
its full effect on import prices till 1876 or 1877. 

(5) From the third quarter of 1867 to the second 
quarter of 1874 (inclusive) the average price of domestic 
commodities is never lower than the average of general 
prices (all commodities) except in April and July, 1870, 
and is usually four to six points higher. From July, 
1874 onward it is never once higher and is usually four 
to six points lower. 

(6) On the curtailment and practical cessation of bor- 
rowing by the United States, beginning with 1874, ex- 
port prices responded almost immediately, shifting 
permanently in 1874 from a status consistently below 
the averages of domestic and of general prices to one 
consistently above it. Import prices responded also, but 
more slowly, and tho showing an absolute rise in April 
and July, 1874, while domestic and general prices were 
falling, and with some checks a relative rise thereafter, 
it was not until July, 1876 that they became absolutely 
higher than the prices of domestic commodities, and not 
until April, 1877 that they became absolutely higher 
than the average price of all commodities. 

(7) While the average prices of export commodities 
are generally higher absolutely in the first years of large 
borrowing (the years immediately after the war) than 



INTERNATIONAL TRADE 257 

the average prices of import commodities, yet there is a 
sharper fall in the prices of exports in these years than in 
those of imports. In October, 1866, the prices of export 
and import commodities respectively were 179 and 175, 
by October, 1867, 163 and 165, and by October, 1868, 
163 and 169. 

(8) After the panic of 1873 and the cessation of bor- 
rowing export prices rise rapidly and then gradually fall, 
while import prices remain fairly constant with a tend- 
ency in 1876 and 1877 to increase. 

B. Interpretation of American Prices 

All of these results are in correspondence with the 
theoretical expectation. Loans, as has been pointed out, 
were severely curtailed by the panic of September, 1873. 
The complete shift in the relations of export and import 
prices to those of domestic commodities took place al- 
most immediately, by April, 1874. Previous to that 
date, during the period of heavy loans floated by the 
United States in Great Britain, export and import com- 
modity prices, were, consistently with theory, almost 
without exception lower than domestic commodity 
prices; after that date and the relative cessation of 
borrowing, they were, again consistently with theory, 
almost without exception relatively, and for the most 
part absolutely, higher. Import prices, both during the 
period of large borrowing and after its cessation, as 
theory would expect, responded more slowly than export 
prices to the changes caused by the introduction of the 
loans into the international account and by their ab- 
straction from it. 

The most striking exception is the year 1870, when 
import price figures rise above the prices of domestic 
commodities in all four quarters. It is possible that the 
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Franco-Prussian War, by setting up a large demand for 
English exports (i. e., American imports) may account 
in some measure for this phenomenon. 

It will be noted that the April quotations of exports 
tend to be the highest of the four quarters — a natural 
result of the fact that the exports were predominantly 
agricultural products and the April quarter would show 
an advance in prices over that of any other of the three. 
On this ground it would be more just to take the yearly 
average than quarterly prices. If this were done, several 
of the cases in which fact and theory do not correspond, 
few as these are, would be removed and a still more ideal 
correlation would appear. 

C. Comparison between Price Movements in the United 
States and in England 

The course of prices in England, so far as they were 
affected by the movements in exchange on the United 
States, ought to show a tendency contrary to that which 
appears in the United States. It is not to be expected 
that English prices would respond readily to the fluctua- 
tions in New York exchange, since Great Britain was on 
a gold basis and the movements of American exchange 
would affect only a portion of her total foreign trade. 
Nevertheless Great Britain's trade with the United 
States was a considerable fraction of her total foreign 
commerce. Since exports to, and imports from, the 
United States would be affected by movements in the 
rate of exchange, it is to be expected that a price move- 
ment would develop in England opposite to that appear- 
ing at the same time in the United States, exports and 
imports contrasting with domestic commodities but in 
the converse direction. 

No such complete quotations of English as of Ameri- 
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can prices are available. But a series of prices, 8 de- 
rived from the Aldrich Report gives quotations for com- 
modities, twelve of which may be classed as domestic, 
twenty-six as import, and five export. The last group 
is obviously too narrow for any significant inferences 
and there have been added to it the prices of fourteen 
other export commodities derived from a supplement to 
Soetbeer's Hamburg prices in the Aldrich Report, pur- 
porting to be the London prices of the English exports 
mentioned. Prices are given by years only. 

Taking 1873 as the year of the shift, and drawing at 
that year the line of separation of Period A from Period 
B, the theory would expect the following: 
In Period A (United States borrowing). 
Transitional effects. 

(1) High Prices of Exports. Exporters to the United 
States will be able to obtain for a time practi- 
cally the same paper prices as before the dis- 
turbance of equilibrium and these translated 
into gold, which has depreciated, will yield more 
than formerly. As competition develops among 
the exporters these prices will tend to drop. 

(2) Rising Prices of Imports. The gold obtained by 
American sellers for their products when trans- 
lated into paper yields less than before the de- 
preciation of gold, and unless the British buyers 
can import from some other country the sellers 
will gradually be able to raise their prices. 

Ultimate effect. 

A General Rise in Prices. There will be less 
goods and an increased amount of money as a 
result of the shift in the play of international de- 
mand consequent upon the change in price levels. 
This general rise in prices will appear as a relative 

8. Part I. pp. 248 et seq. 
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rise in the prices of domestic commodities, ex- 
ports and imports already having risen in price. 

In Period B (United States ceases borrowing). 

Transitional effects. 

(1) Low Prices of Exports. The paper prices obtained 
for exports to the United States (the market 
which sets the price) will, owing to the apprecia- 
tion of gold, yield less than formerly. These 
prices will gradually tend to rise as the supply is 
curtailed owing to the low prices obtainable. 

(2) Falling Prices of Imports. Due to competition 
among sellers in the United States, who as an 
immediate effect of the appreciation of gold, have 
on its translation into paper, obtained high prices 
for their products. 

Ultimate effect. 

A General Fall in Prices. There will be more 
goods and less money as a result of the shift in the 
play of international demand consequent upon 
the change in price levels. This general fall in 
prices will appear as a relative fall in the prices of 
domestic commodities, exports and imports al- 
ready having fallen. 
The arithmetic means of the nineteen export, twenty- 
six import and twelve domestic commodities, for which 
English quotations are available, are given on page 261. 

The following results may be noted: 
In Period A (1866-73). 

(1) Export prices exceed in every year both import 
and domestic commodity prices. 

(2) In 1866-70 import prices are higher than domes- 
tic commodity prices. In 1871-73, however, 
they are lower. 

(3) From 1866 to 1871 the prices of export com- 
modities fall relatively to both import and 
domestic commodities. 
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Date 


Arithmetic 

average of 

19 export 

commodities 


Arithmetic 

average of 

26 import 

commoditiea 


Arithmetic 

average of 

12 domestic 

commodities 


Sauerbeck's > 
index no. all 
commodities 


1866 


124 


110 


102 


106.5 


1867 


118 


106 


104 


103.9 


1868 


113 


106 


103 


103.1 


1869 


114 


105 


100 


101.9 


1870 


111 


103 


98 


100.3 


1871 


111 


103 


104 


102.6 


1872 


126 


106 


111 


112.5 


1873 


130 


103 


119 


116.6 


1874 


122 


98 


110 


107.0 


1875 


116 


91 


109 


100.3 


1876 


110 


90 


109 


97.5 


1877 


105 


94 


107 


97.4 


1878 


100 


86 


105 


91.2 



(4) In 1870-73 general prices rise. 
In Period B (1874-78). 

(1) Export prices fall relatively to domestic prices 
throughout, but are not lower absolutely till 
1877. 

(2) Import prices are lower than domestic prices 
throughout the period and show, moreover, a 
relative fall as compared with the prices of 
domestic commodities. 

(3) General prices fall. 

These results are in close consonance with the expec- 
tation of the theory. The interpretation of them is : 

Period A. (1) The high prices of export commodities 
are in accordance with the theory as to the immediate 
effects of borrowing operations, to which export com- 
modities most quickly respond. 

(2) Import prices are higher than domestic prices till 
1871 when the long-range effects tending to raise all 

9. Aldrich Report, Part I, p. 255. 
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prices, cause a relative fall in imports as compared with 
domestic commodities. 

(3) The tendency of export prices throughout the 
transitional period to drop from the high level which is 
the immediate effect of the borrowing operations is here 
clearly shown. Short-range effects again become dom- 
inant after 1871 as a result of the great new lending 
operations inaugurated in 1869 and 1870, and prices of 
export commodities show once more both an absolute 
and relative appreciation. 

(4) The general rise 1870-73 illustrates further the 
long-range tendency. 

Period B. Results (1), (2), (3) are all in consonance 
with the expectation of theory. The revolution in inter- 
national finance which began in 1874 is accompanied 
here as elsewhere by a revolution in prices strictly cor- 
roborative of theory. 

The course of the price phenomena in England and in 
the United States ought to be in opposite directions. 
The following tabular comparison of the arithmetic 
average prices in the two countries shows how well the 
theory is verified. 

Period A (1866 to end of 1873) 
United States (paper standard) Great Britain (gold standard) 

(1) Export commodity prices (1) Export commodity prices 
never above domestic com- never below domestic com- 
modity prices except in two modity prices. 

quarters, October, 1866, and 
April, 1870. 

(2) Import commodity prices (2) Import commodity prices 
never above domestic com- are above domestic com- 
modity prices except in modity prices until 1870 — 
1870. 1 but not thereafter. 1 

(3) General prices falling. (3) General prices rising. 

1. Possibly explained as the effect of the Franco-Prussian War. 
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Period B (1874-81) 

United States (paper standard) Great Britain (gold standard) 

(1) Export commodity prices (1) Export commodity prices 
rise relatively to domestic fall relatively to domestic 
commodity prices, and from commodity prices, and after 
April, 1874 to April, 1878 1877 the former are abso- 
the former are never below lutely lower than the latter, 
the latter. 

(2) Import commodity prices (2) Import commodity prices 
rise after 1874 relatively to fall after 1874 relatively to 
domestic commodity prices domestic commodity prices 
and after October, 1876 are and after that date are 
never lower than these lat- never higher than these lat- 
ter, ter. 

(3) General prices fall. (This is (3) General prices fall, 
contrary to theory but is 

probably due to the rapid 
appreciation of the paper 
money owing to the prospect 
of early redemption in gold.) 

The contrast in the price movements in the United 
States and England, the movement in both countries 
being in confirmation of the theory, furnishes corrobora- 
tive evidence too strong to be accepted as mere coin- 
cidence. The price movement in one country at one time 
might be in correspondence with theory, tho due to 
quite extraneous causes ; but it is not within the bounds 
of any probability that in different countries there 
should be an opposite tendency in prices at the same 
time, that the conditions should be reversed in both 
countries at the same time, that all the expectations of 
theory should be confirmed under these conditions, and 
the theory yet be wide of the mark. 

The opposite tendencies of prices in the United States 
and England in the period studied would hardly have 
been possible if both countries had been under a gold 
regime. For gold would then have moved freely, and 
freely entered the circulation of both countries, and the 
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prices of transportable commodities could not have 
varied greatly in the two countries as compared with 
their prices before the gold movement took place. 

Moreover, with both countries under a gold regime, 
when equilibrium had been disturbed and gold had 
flowed to country A from country B, exports of A would 
tend to rise in price, owing to the increased stock of gold 
in A, while imports from B would tend to fall in price, 
owing to the decreased stock of gold in B; that is, the 
movement of export and import prices in A (and in B, 
too) would be divergent. But in the present case the 
movement of export and import prices has been in the 
same direction (tho in different degrees), since both ex- 
ports and imports are paid for in gold and rise or fall in 
their paper prices with the appreciation or depreciation 
of gold. The contrast is then, not between exports and 
imports — their prices move together — but between 
export and import commodities on the one side and 
domestic commodities on the other. 

With both countries under a gold regime, when ex- 
changes had been disturbed sufficiently to induce a How 
of gold from one country to the other, the price level 
would be changed, no doubt unevenly, but in no such 
way as to make a classification along lines of export, im- 
port, and domestic commodities likely to produce any 
significant results. The adjustment to equilibrium 
would be reached by a movement in general prices which 
would tend to carry every price in either country in the 
same direction. 

With one country upon a paper basis the readjust- 
ment is effected through the exchanges solely, at least so 
far as the paper-using country is concerned, since for it, 
the movement of gold cannot affect prices. And it is 
effected by a movement of prices which discriminates 
between classes of commodities. The prices of commodi- 
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ties which enter into international trade are affected first 
and foremost, and the course of the trade itself is con- 
trolled thereby. This direct effect upon the prices of 
commodities which enter into international trade, with 
no direct effect upon other commodities, is a more 
efficient regulator of international trade toward an 
equilibrium than the irregular and widely distributed 
movement of prices to be expected with both countries 
under a gold regime could possibly be, and so a quicker 
adjustment is likely to be reached in the international 
trade of a country which is on a paper than in that of 
one on a gold basis, assuming, of course, that no new 
disturbing factor enters the situation. 

VI. Wages 

One further aspect of the subject remains to be 
treated. This is the effect of the shifts in prices upon the 
production of commodities. It is an essential part of the 
theory that, under the conditions assumed, the move- 
ments in prices in the paper-using country tend to divert 
production from an industry producing a commodity 
for export to one producing a commodity consumed at 
home, or vice versa; that export industries will become 
relatively unprosperous when the course of international 
trade and the movement of the exchanges causes a de- 
preciation in gold, and relatively prosperous when gold 
appreciates. 

Thus in Period A (1866-74) the theory would expect 
exporting industries to be unprosperous as compared 
with industries producing commodities for home con- 
sumption. A movement of capital and labor out of ex- 
port industries will set in, while industries producing 
commodities for domestic consumption will receive 
accessions of labor and capital. This movement will 
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continue until the expectation of profit is as great in the 
one type of industry as in the other. So the theory 
would lead us to expect relatively unprosperous export- 
ing industries in Period A; and in Period B when bor- 
rowing had ceased, and gold was, as a consequence, 
appreciating relatively to the prices of commodities in 
general, a prosperous status for export industries as 
compared with industries producing commodities for 
domestic consumption. 

Probably the best test of the relative prosperity of 
industries lies in the movement of wages. Tho wages 
move less freely than prices — wages show some meas- 
ure of retardation — yet where an industry is pros- 
perous the pressure for an increase of wages is almost 
certain to be effective in raising them. On the other 
hand, where an industry is unprosperous, the resistance 
to such pressure will be indefinitely greater and wages 
either will fall or, if they rise, will rise to a less degree 
than in the prosperous industries. 

It is true that the prosperity or depression of an in- 
dustry will find its reflection in profits as well as in 
wages, or perhaps, indeed, earlier in profits than in 
wages. Nevertheless relative wages are the better ma- 
terial for a test of the comparative prosperity of indus- 
tries for two reasons. (1) Wages for any given sort of 
labor are uniform throughout the industry, whereas the 
profits of the various firms which compose the industry 
will vary from nothing to all to an indefinitely great 
amount. Hence "normal" profit for the industry at the 
given time is practically impossible to determine. (2) 
There are no statistics of profits at this period which are 
of any value. 

Taking relative wages then, as the best test of the 
comparative prosperity of industries, statistics of wages 
have been computed from the series of wage schedules 
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given in Mitchell's Gold, Wages, and Prices. Pro- 
fessor Mitchell drew on two sources for these data: (1) 
the compilation of the Bureau of Labor for the Senate 
Committee which prepared the Aldrich Report in 1892, 
and (2) the compilation made between 1880 and 1882 by 
Mr. Joseph D. Weeks for the Tenth Census. These 
sources, treated separately by Professor Mitchell, may 
be made to supplement one another for the present 
purpose. The Aldrich Report gives wage data in 
twenty-one industries, but of these, twelve industries 
are so meagerly represented that Professor Mitchell re- 
gards the data as too scanty to promise significant 
results. From the Aldrich Report statistics the present 
study takes into consideration only eight industries, 
omitting, in addition to Professor Mitchell's twelve, 
that of cotton ginghams, which seemed to offer nothing 
very different from cotton textiles at large. The Weeks 
Report covers thirty industries in all, in nine of which 
there are sufficient data to give significant figures of rela- 
tive wages. Two of these, cotton textiles and woolen 
textiles, correspond to industries also covered by the 
statistics given in the Aldrich Report, the other eight- 
being represented in that report either inadequately or 
not at all. Of the two wage series which occur in both 
reports those of the Weeks Report have been preferred 
since they are based on much more comprehensive data. 
There are then six industries represented from the Aid- 
rich Report and nine from the Weeks Report, fifteen 
in all, as follows: Building Trades, Carriages, City 
Public Works, Cotton Textiles, Furniture, Glass, Illu- 
minating Gas, Metals, Paper, Pottery, Railroads, Saw- 
mills, Stone, Tanneries, and Woolen Textiles. 
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These industries are divided into two classes : 

Class A — Industries producing for the domestic 
market, including the Building Trades, Carriages, City 
Public Works, Illuminating Gas, Railroads, Saw-mills, 
and Stone. 

Class B — Industries producing for export, or indus- 
tries subject to competition from abroad, and there- 
fore having the prices of their products in large degree 
determined by the value of gold in terms of paper. 
This group includes Cotton Textiles, Furniture, Glass, 
Metals, Paper, Pottery, Tanneries, and Woolen Tex- 
tiles. To this group has been added Farm Labor, for 
which the wages rates, tho not so full as those of the 
manufacturing industries here given, are yet of such 
significance for the present inquiry that they ought to 
be included. 

In forming the tables of the mean wage in each in- 
dustry, the wages for the several occupations in each 
industry are averaged, the wage in 1860 in all cases being 
taken as the base =100. 

Arithmetic means of wages grouped into the two 
classes indicated above are : 



Relative Wages 2 



Year 


Class A industries 
(producing com- 
modities consumed 
at home and not 
subject to foreign 
competition) 


Class B industries 
(producing com- 
modities for export 
or subject to foreign 
competition) 


Year 


Class A 
industries 


Class B 
industries 


I860 


165 


150 


1873 


182 


153 


1867 


171 


151 


1874 


177 


151 


1868 


174 


151 


1875 


168 


148 


1869 


180 


152 


1876 


160 


144 


1870 


181 


154 


1877 


147 


141 


1871 


182 


152 


1878 


142 


137 


1872 


183 


154 









2. In paper money. 
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The appended chart shows clearly the difference of 
movement in the two classes. 



— Class A. Wages in industries producing without foreign competition for the 

home market. Arithmetic average. 
. . • Class B. Wages in industries producing for foreign market, or subject to 

foreign competition in the home market. Arithmetic average. 
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We may note: (1) in the period 1866-73 wages are 
consistently higher in Class A industries than in Class 
B, and they rise from an average of 165 in 1866 to 183 in 
1872, or a maximum spread of 18 points. Wages also 
rise in Class B industries, but very slightly, the maxi- 
mum spread being only 4 points from a minimum of 150 
in 1866 to a maximum of 154 in 1872. This indicates for 
this period a high and an increasing degree of prosperity 
in Class A industries as compared with industries in 
Class B, and is therefore in conformity with the expec- 
tation of theory. 

(2) In the period 1874-78 wages fall in both Class A 
and Class B industries, but the relative decline in Class 
A is much greater than in Class B ; the fall in Class A is 
from 182 at the end of 1873 to 142 at the end of 1878, or 
40 points, while in Class B it is from 153 to 137, or 16 
points, indicating a relative prosperity in Class B 
industries. 

Contrasting Class A with Class B industries, the ex- 
cess in the wage level in Class A industries year by year 
is as follows: 
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Year 




Year 




I860.... 


. ... 15 


1873 


. ... 29 


1867.... 


. . . . 20 


1874 


. ... 26 


1868.... 


. ... 23 


1875 


. ... 20 


1869. . . . 


. ... 28 


1876.... 


. ... 16 


1870 


. . . . 27 


1877 


... 6 


1871 


. ... 30 


1878. . . . 


... 5 


1872.... 


... 29 







The rising prosperity of Class A industries in the 
period 1866-73 and their declining prosperity in the 
period 1874-78 is clearly evident. 

Turning now to individual industries, the table on 
page 271 presents the arithmetic mean of wages in each 
separate industiy. 

Wages rise highest in Period A in the Illuminating 
Gas, Saw mill, Stone, City Public Works, and Building 
industries, while they are lowest in the Farming, 
Woolen Textiles, and Metal industries. The former 
industries are all in Class A, the latter all in Class B. 
Every one of the Class A industries, except Carriages, 
shows wage levels surpassing that of any industry in 
Class B, and most of the Class A industry wages are 
consistently higher than those of Class B by a very con- 
siderable amount. In Period B, wages in the Pottery 
and Glass industries, both of Class B, surpass those of 
any Class A industry except Illuminating Gas, and 
wages in the Class B industries, Tanneries, Cotton 
Textiles, and Furniture surpass those of any Class A 
industries except Illuminating Gas and Saw mills. 
Farm labor and Furniture industry wages, however, 
remain low throughout. On the whole these results 
offer strong evidence of the relative prosperity in Period 
A of the industries producing for home consumption and 
their relative unprosperity in Period B. The theory 
thus receives further confirmation. The industries most 
affected by the fall in the gold premium consequent 
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upon the large loans placed in Europe in the late sixties 
and early seventies show by their wage level a relatively 
adverse position at that time, while in the period when 
loans ceased and gold as a result appreciated, their rela- 
tive wage level rises, indicating their prosperity. 



VII. Summary 

To conclude, the large borrowing operations of the 
United States inaugurated in the later sixties appeared 
as an important factor in disturbance of the normal 
course of trade. The theory here under scrutiny alleges 
that loans will affect the exchanges, and through them, 
the gold premium, as the first step in the adjustment 
process. Hence the movement of the gold premium in 
the United States was inquired into and contrasted with 
the value of gold in England and Germany. It appears 
in the main that the premium on gold in the United 
States was depressed and elevated according to the ex- 
pectation of theory. It appears also that an interesting 
and significant contrast developed between the move- 
ment of the value of gold in the United States on the one 
hand, and in England and Germany on the other; a con- 
trast corroborative of the theory. 

The next consideration was that of the movement of 
trade, and it was found that trade followed the loans, 
the United States importing largely, pursuant to the 
placing of loans, and showing an excess of exports when 
the loans ceased to be floated. 

How these trade phenomena were brought about was 
then tested by an investigation of price movements 
along the lines suggested by the theory, which was again 
confirmed by the fluctuations in the prices of export, 
import and domestic commodities in the manner pre- 
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dieted, the contrast between prices in England and the 
United States being specially noteworthy. 

Further confirmation was given by the results of the 
inquiry into wages. These were high in those industries 
which the theory would expect to be prosperous, and 
low in those which it would expect to find in an adverse 
situation. On the whole the theory receives substantial 
verification. 

F. D. Graham. 

Princeton, N.J. 



